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Motivation


� Information Dispersion 
� Do bidders account for winner’s curse? 

• Mixed results from experimental & 
commercial auction analysis 

� Information Asymmetry 
� Does reputation affect prices through 

the bidder’s perception of dispersion? 
• Prior work focuses on reputation’s effect 

on expected value 



Outline & Results


� Theory: common value (CV) auctions 

� Implications of dispersion & number bidders 

� Data: eBay auctions & survey measure 

� 46 responses/auction for dispersion 

� Test Implications 

� Prices consistent w/Nash under CV 

� Measure bias, winner’s curse, reputation 

� Incentive for sellers w/good reputation to 
reduce information dispersion 



Common Value Auction 

� Single, indivisible item with unknown 
common value v to be sold at price p 

� n = # of bidders i 

� 

� Private information signal xi 

� )|(~ | vxfx vx 

)(~ vfv v 



Assumptions


� A1: Risk-neutral bidders w/ utility v - p 

� A2: fv, fx|v continuous, 1st & 2nd deriv. 

� A3: location μv, μx|v & scale σv, σx|v 



   

   

Information Dispersion 

� Information Dispersion = σx|v 

x1 v x3 x2 

x1 v x3 x2 



Model Implications

Comparative Static for 
2nd Price Auction 
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Info Asymmetry 

� r = reputation/credibility of info 

� σx|v is reputation-free 
dispersion of information 

� r enters p in 2 ways: 
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Reputation Tests 
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Sample: eBay Auctions


� 222 auctions, 6/24/02, 7/12/02 
� PC desktop category, recent Pentiums 

variable mean median st. dev. min max 
P $359.01 $255.00 $369.16 $9.51 $2,802.00 
SCORE 680 27 2601 0 19456 
NEG 25.5 2 106 0 785 
N 6.5 6 4 2 22 

P=price SCORE=seller overall feedback


NEG=seller negative feedback 
N=observed # of bidders




       
     

My Survey


� Online Survey 
� Auction description ONLY 
� “What is the most she should pay?” 

� Average of estimates V


� Std. dev of valuations sd

≡
≡




My Survey (cont.)


� 222 auctions

variable mean st. dev. min max 

responses 46 6 25 65 
V $666.43 $317.28 $101.48 $1,817 
sd 472.38 153.94 163.57 980.5 

V=average of estimates 

sd=st. dev. of estimates 



Highest SD Auction 



High SD Auction 



Low SD Auction 



OLS P = Xβ

VARIABLE COEFF S.E. 

C 69.301 120.627 

v** 1.046 0.059 

sd** -1.483 0.450 

sd2** 1.20E-03 4.26E-04 

N -11.811 11.145 

N×sd 0.021 0.022 

sd×SCORE* -1.16E-04 6.68E-05 

sd×NEGS 1.39E-03 1.73E-03 

SCORE** 0.091 0.038 

NEGS -0.901 0.816 

R2=0.72


** sig @ 5%


* sig @ 10%




Correct Errors 

� 

� 

ieie vx ,0, εθ ++= 

ioio vx ,10, εγγ ++= 



Correct Errors 
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GMM P, sd

VARIABLE COEFF S.E. 

theta** 27.039 0.407 

gamma0** 83.611 0.397 

gamma1** 1.033 2.72E-04 

eta** -60222.6 803.752 

delta0** 76381.0 268.241 

delta1** 1.831 7.64E-03 

** sig @ 5%


R-squared:


0.72
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Reputation & Dispersion


change 
direct 
effect 

interaction 
effect 

total 
price 

change 
decr. σx|v $0.23 $0.11 $0.34 
incr score $0.08 -$0.04 $0.04 

both $0.31 $0.06 $0.38 



Conclusion


� Testing 
� Survey permits tests w.r.t. dispersion 

� Prices fall with n & σx|v 
� Supports Nash CV model 

� Measurement 
� eBay markets account for significant 

potential winner’s curse 
� Reputation provides incentive for 

reducing uncertainty. 


